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	Instructor’s Guide
	
	Reference

	Participant Response

	Session Overview:
Welcome the participants to the session.
Tell: 

In the earlier sessions you have learnt about the basic concepts and the provisions under the various Acts governing the creation and functioning of Regulatory Bodies.

Tell:

In this session, we will discuss about the Mandate for the maintenance of Accounts and Audit under the various Acts governing the Regulatory Bodies, the guidelines to be borne in mind while auditing the Regulators, scope of audit under CAG’s(DPC) Act, various methods of conducting the audit of accounts of the Regulators using the various analytical review techniques and also the methods of sampling techniques.  The learning during the session will depend significantly on your active participation.  To facilitate your participatory learning, we will also do a case study in the form of audit of accounts of a Regulatory Body.
Learning objective:
Tell:

Given the provisions of the CAG’s (DPC) Act and the provisions relating to the maintenance of Accounts and Audit in the various Acts governing the Regulatory Bodies, the learner will understand the scope of audit to the extent that he will be able to carry out the audit as per the provisions contained in the Acts.

Basic Concepts:

Tell: You have already learnt the basic concepts about the creation of the Regulatory Bodies

Key Teaching Point: 1

Tell: I will now be discussing the provisions relating to the scope of maintenance of accounts and the provisions relating to audit by the various regulatory authorities.
Explain: As in Slide 11.2 and the Instructor’s Notes

Ask: The participants about their doubts and questions and respond appropriately

Key Teaching Point: 2

Tell: We will now discuss the various controls and procedures which should be established by these Regulatory Bodies for attaining the desired objectives followed by compliance testing.  We will also discuss the means to ascertain whether these regulatory objectives have been achieved by these bodies by testing controls and procedures obtaining therein.

Explain:

Audit skills, Regulatory framework, consumer’s issues, supplier’s issues, generating competition to reduce monopoly in respect of various Regulatory Bodies.

Ask:

Ask the participants seeking clarification if any in respect of their doubts and respond appropriately to the questions raised by the participants.

Key Teaching Point: 3

Tell: We will now discuss the mandate given to the CAG under Section 16 of the CAG’s (DPC) Act Explain: As in Slide 11.4 and Instructor’s Notes

Explain: Various sections under the TRAI Act which curtails the scope of audit

Tell: The points which can be looked into during the audit of the Regulatory Bodies

Ask: the participants for their doubts and any questions they have about the scope and mandate for audit and the points that are to be looked into during audit.  Respond appropriately to the questions raised by the participants

Key Teaching Point: 4

Tell:  I will now be discussing with you the various provisions regarding the various methods of conducting audit of the accounts of Regulatory Bodies using various analytical review techniques and also the sampling techniques.

Explain: 

Use various slides for explaining the above provisions.

Ask the participants about their doubts and questions if any and respond appropriately.

Key Teaching Point: 5

Tell: You will now be doing a case study.  I will be giving you the Annual Accounts and Balance Sheet for the year ended 31.3.2015 ---- in respect of PSER Punjab--------You may audit the accounts individually and then discuss your points with the group.  The observations of the group can be written in the Flip Chart provided.

Divide: the participants in group of five each and distribute copies of the Accounts.

Tell: You will have 30 minutes to individually examine the Accounts and write down your observations.

After 30 minutes, ask them to discuss their points in their group for 15 minutes.

After 15 minutes, tell them to write their observations in the Flip Chart.

Generalisation :

After 15 minutes, ask the participants to go round and read the points mentioned in the Flip Chart of other groups.
Evaluation:

Tell: In this session we have discussed the provisions relating to Accounts and Audit under the Acts governing the Regulatory authorities, existence and adequacy of controls and procedures to be established by the Regulatory Bodies for attaining the desired objectives have been achieved by testing controls and procedures. scope of Audit under CAG’s (DPC) Act and Various methods of conducting the audit using analytical review techniques and sampling techniques.

Summary:

Summarise the issues discussed in the session and
thank the participants and bring the session to a close.
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Instructor’s Notes
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Table 4-12 to 4-15 in respect of Regression Analysis to be 

circulated to participants

Lecture

Case Study

Discussion on the case study and Audit Report by PAG(Audit)Punjab.

	


INSTRUCTOR’S NOTES

SCOPE AND MANDATE OF AUDIT – ROLE OF COMPTROLLER AND AUDITOR GENERAL OF INDIA IN THE AUDIT OF REGULATORY BODIES

SESSION OVERVIEW

In this session we will discuss about the various provisions relating to maintenance of accounts by the Regulatory authorities and the scope and mandate under the CAG’s (DPC) Act for audit of those accounts.

LEARNING OBJECTIVE

Given the provisions of the CAG’s (DPC) Act and the provisions relating to the maintenance of Accounts and Audit in the various Acts governing the Regulatory Bodies, the learner will understand the scope of audit to the extent that he will be able to carry out the audit as per the provisions contained in the Acts

KEY TEACHING POINT: 1

With the coming of private enterprises in the provision of infrastructure and services, it becomes necessary to oversee the activities of service provider with the help of a Regulatory Body in order to safeguard the interests of the consumer.  The term ‘Regulatory Body’ refers to the institutional mechanism required to implement and monitor the rules governing the activities of infrastructure operators.  Since the rules applicable to infrastructure operation often allow for a degree of discretion, the regulatory body is required to interpret and apply the rules, monitor complaints, impose sanctions and settle disputes arising out of implementation of the rules.

It is important that a regulatory body should be able to take decisions without interference or inappropriate pressures from infrastructure operators and public service providers.  In order to achieve the desired level of independence, the various legislative Act under which the Regulatory Bodies have been set up, have envisaged separation of regulatory functions from the operational ones and have also given legally and functionally independent entity.

The Ports Law (Amendment Act), 1977, created Tariff Authority for Major Ports (TAMP).  The Telecom Regulatory Authority of India (TRAI) started functioning from 1997.  The Insurance Regulatory and Development Authority (IRDA) was established in 1999 and regulates the Insurance industry.  The Central Electricity Regulatory Commission (CERC) was set up in 1998, which regulates the Central Electricity Sector.  The State Governments have also set up State Regulatory Commissions.  The Securities and Exchange Board of India (SEBI) is one of the oldest regulators in the financial sector.

The autonomous regulator must be accountable for its actions.  It should balance the interests of stake-holders in a fair manner and not to protect the interests of certain groups to the detriment of others.  It should have clear rules, an open regulatory process, reasonable decisions and appropriate accountability mechanism.  The regulatory process must ensure accountability and give opportunity to the stake-holders to express their views.  The regulatory decisions taken by it must be published stating clearly the reasons for such decisions.  There should also be provision for an appeal against the regulator’s decision.

In the Electricity and Telecom Sectors, it has been mandated that the regulators shall ensure transparency while exercising their powers and discharging functions.  In the case of TAMP, no specific provisions regarding transparency exists in the legislation.  However, TAMP has attempted to introduce transparency through guidelines under the Transactions of Business Regulations, 1998.  A comparative position of the provisions of TRAI Act, 1997 read with TRAI (Amendment Act), 2000, Ports Laws (Amendment Act), 1997 and Electricity Regulation Act, 1998 with regard to their accountability is as follows:

	Accountability
	TRAI
	TAMP
	CERC
	IRDA

	Transparency
	Transparency provisions exist, but inadequate
	No specific transparency provisions exist, but authorities order to be made available in the office of the Customs and Conservator which is open for inspection by anybody.
	Transparency provisions exist but inadequate
	Returns to be furnished to 
Central Government

	External scrutiny
	Reports to be submitted to the Parliament for scrutiny
	No provisions regarding external scrutiny
	Annual Reports to be submitted to the Parliament for scrutiny
	Modification in rules to be brought to the notice of Parliament.

	Audit
	Accounts to be certified by the CAG and to be laid before the Parliament. CAG excluded from examining the mandatory functions of TRAI
	Accounts and expenses subject to audit by the CAG
	Accounts to be certified by the CAG and to be laid before the Parliament
	Accounts to be certified by the CAG and to be laid before the Parliament


Key Teaching Point 2:

Existence and adequacy of controls and procedures
1.
 Introduction
1.1
 Regulation may be defined as the exercise by the State, either directly or indirectly, of control and influence over suppliers, whether publicly or privately owned, of services to consumers. The range of business activities covered by economic regulators, is vast, directly affecting the vital interests of all citizens. It is a part of audit function to suggest ways of improving the value for money of economic regulation and of strengthening the accountability of regulators and the responsiveness of the industries they regulate.

1.2 
The performance audit guidelines for regulatory bodies which follow are bench-marked to the international standards established by the INTOSAI Working Group on the Audit of Privatization. These guidelines highlight a series of questions that auditors need to address when examining the efficiency and effectiveness with which economic regulators set about their tasks.

1.3 
The principal focus of the guidelines is on the effectiveness with which the regulators carry out their tasks. The generally accepted definition of 'effectiveness', in the context of performance audit, appears below:

Effectiveness is 'the extent to which objectives are achieved and the relationship between the intended. impact and the actual impact of an activity'. Effectiveness addresses the issue of whether the program/activity has achieved its objectives.

1.4 
In carrying out this examination, the central orientation of the guidelines is to ascertain the existence and adequacy of controls and procedures, to be established by these bodies, for attaining the desired objectives, followed by compliance testing. Hence, individual decisions and transactions must be viewed by the auditor simply as a means to ascertain whether regulatory objectives have been achieved and for testing controls and procedures.

1.5 
As a result, performance audit processes for regulatory bodies, as contained in these guidelines, are not meant to be used for Transaction Audit of regulatory bodies.

2.
 Audit Skills
2.1 
Skill requirements
The field office should identify its responsibilities in relation to the regulator and ascertain specialist skills it needs to carry out performance appraisals of economic regulation in the context in which the regulator is operating.

2.2
Acquiring the skills
The field office should identify and secure the core in-house skills it needs to enable it to carry out authoritative performance appraisals of economic regulation. This will also include acquiring knowledge about the regulatory body and the concerned industry. It should supplement these skills with expert external support and training as necessary in specialised institutes related to the different sectors. To optimise existing resources, audit teams should consist of personnel drawn from relevant Departmental Wings, including the Commercial Wing which possesses knowledge on regulated industries.

3
Regulatory Framework
3.1
Understanding regulatory mechanism
The first step in auditing any regulatory body should be to understand the context in which the economic regulator is operating. In order to examine the role of regulator and assess its performance, it would be desirable for Audit to have a proper appreciation of the regulatory objectives, manner in which the regulator is appointed, functions of the regulator and the powers given to it.

3.1.1 Audit objective: 

To understand the objectives of regulation and functions and powers of the regulator.

Audit could examine the following aspects:

i.
Whether the objectives of regulation have been clearly laid down,

ii
 Whether the process identification, selection and appointment of the regulator as specified in the relevant Act was being followed in a transparent and objective manner,

iii
Whether the functions assigned to the regulator are in line with the objectives of regulation,

iv
 Whether the legal powers given to the regulator are appropriate, clear and in consonance with its objectives as well as adequate to enable its impartial and effective functioning.
3.2
Transparency of Regulator:

Since regulation has an impact on the economic interests of a very large section of citizens, both consumers and suppliers should be confident that the regulator is capable of safeguarding their interests. To operate effectively and in an impartial manner, it is necessary that the regulator establishes adequate rules and procedures to enable it to resist external pressures to deviate from the objective and its fair implementation. It is also necessary that the regulator maintains proper documentation concerning all important decisions in the twin interests of accountability and transparency.

3.2.1 
Audit objective: To ensure impartiality and integrity of regulator through examination of adequacy and transparency of rules and procedures in this regard.

The following aspects should be examined in audit:

i.
Adequacy of rules and procedures framed by the regulator to ensure that regulatory functions are carried out by the regulator objectively and transparently,

ii.
Existence of rules specifically designed to prevent! resolve conflict of interests of consumers and suppliers and whether these have been complied with,

iii.
Availability of well reasoned documents/ notifications in respect of all important decisions to establish transparency of various processes,

iv.
Adequacy of procedures to investigate and deal with cases of alleged improper practice on the part of the members and staff of the regulatory body and actual disposal of such cases in accordance with procedures,

v.
Timeliness of disposal of cases in accordance with the standards set by the regulator for itself.

3.3
Competence of Regulator:

Unless the regulators keep themselves abreast of latest technological developments in the sector and their staff is sufficiently informed and skilled to understand the market, they are not likely to do justice to their job. Therefore, audit would need to ascertain the competence of the regulator.

3.3.1 
Audit Objective: To assess the technical competence of the regulator enabling it to carry out its function effectively.

Audit examination should cover the following:

i.
Whether minimum competence level is prescribed for the personnel of the regulatory body, keeping in view the need for technical knowledge and analytical ability,

ii.
Whether the personnel deployed with the regulatory body have necessary technical skills to exercise their functions effectively,

iii.
Whether there is effort (by way of training of its personnel or use of external advice) on the part of regulator to keep itself abreast with latest developments affecting the sector.

3.4
Adequacy of information with Regulator:

A regulator, in order to achieve its objectives, needs to be well informed about the business which it is regulating. If the regulator is less informed than the suppliers, it may affect the quality of its decisions. Therefore, it is necessary that the regulatory mechanism and procedures ensure availability of complete and accurate information to regulators as per their need.

3.4.1 
Audit Objective:   To ensure that the information needs of the regulator are well defined and it has access to sufficient and reliable information for its efficient functioning.
Following areas would require audit examination:

i.
The procedure followed by the regulator in defining its information needs and updating them periodically,

ii.
The adequacy of mechanism devised by the regulator for obtaining sufficient and reliable information about the business and in particular, about the suppliers,

iii.
The reliability, consistency and veracity of the information obtained by the regulator.

iv.
Provision of incentives/disincentives to encourage supply of quality/accurate information by the provider.

4.
Consumers' Issues

4.1
Availability of Services:
Regulator has to ensure that the basic statutory services that the suppliers have to provide under the safety requirements as well as those, which they agree to provide, are actually provided by them. Regulator must have a mechanism to protect consumers' interest in this regard and ensure that any compensation due to them for denial or deficiency in service is paid to them.

4.1.1 
Audit Objective: To ensure that the regulator has put in place adequate safeguards for securing supply of statutory and agreed services to consumers and payment of compensation to them in case of any failure.
Following issues should be examined in audit:

i.
Whether a well documented and clearly understood mechanism has been devised by the regulator to ensure that the basic statutory services are being provided to the consumers,

ii.
Whether such a mechanism is actually functioning effectively,

iii.
Whether in case of failures, the regulator gets accurate and expeditious information,

iv.
Whether the consumers are promptly and adequately compensated for failures by suppliers in providing the service.

4.2
Consumers' access to service:

The consumers should have reasonable access to service. It is the regulator's responsibility to prevent socially inequitable supply of service to different sets of consumers. The issues relating to minority's rights and vulnerable groups need proper redressal.

4.2.1 
Audit objective: To ensure that the regulator has sought to secure access of all classes of consumers to service and prevent discrimination against the vulnerable groups.
Audit should look into the following aspects:

i.
How is the regulator securing reasonable access of consumers to regulated services

ii.
What is the mechanism to protect the interests of minority groups and vulnerable sections of society and whether such mechanism is actually addressing their problems

iii.
Whether the issues of inconvenience to consumers and their preferences are addressed properly by the regulator,

iv.
Whether the cost factor is properly examined keeping in view the poor and rural consumers whose paying capacity is less and necessary controls exercised,

v.
If there is any payment of subsidies by the government, then its application for the intended purpose and for the benefit of intended target-group should be carefully examined.

4.3
Standard of service:

It is important for the regulator to establish minimum standards of service. Unless benchmarking is done and minimum standards enforced, consumers are likely to suffer especially, in a scenario where there is less competition or a price control regime.

4.3.1 
Audit objective: To examine the mechanism put in place by the regulator to prescribe minimum standard of service for consumers and monitor suppliers' performance in this regard.

The main issues to be covered in audit should be the following:

i.
Whether the regulator has established minimum standards of service for consumers,

ii.
How are the minimum standards being monitored to assess the performance of suppliers,

iii.
How is consumers' awareness about the minimum standards of service ensured by the regulator,

iv.
What are the options with the regulator for imposing incentives and disincentives on the defaulting suppliers and whether these are being imposed 
v.
Whether all instances of substandard service are examined by the regulator to establish the reason and remedy.
4.4
Consumers' Complaints:

It is essential that the complaints of the recipients of service are heard and addressed appropriately and timely. Consumers could be misled by wrong information or lack of information about the terms of services by the service providers. Audit of complaint registering and redressal system could evaluate effectively whether the regulation of a service is up to the consumers' satisfaction. This, in turn, would be one of the indicators of effective performance of the regulator.

4.4.1 Audit objective: To examine the procedure for satisfactory redressal of complaints of consumers.

The points to be examined could be the following;

i.
Whether regulator has been able to secure suppliers' responsibility for dealing with all complaints received from consumers satisfactorily and timely and provides for necessary incentives/ disincentives,

ii.
Whether the system for lodging complaints is well publicised and clearly understood by the consumers,

iii.
Whether the system is simple and fool-proof and. secures the interests of the consumers,

iv.
What mechanism the regulator has set up for obtaining information regarding the nature and status of complaints and whether the information so collected is used for bringing out improvements.

4.5
Environmental Issues:

Any business, apart from the economics, needs to take into account environmental issues also. Therefore, audit must see how regulation of industries/ business has weighed the environmental objectives against the other desirable economic objectives.

4.5.1 Audit objective: Audit should examine how effectively the regulator is monitoring discharge of responsibilities relating to environmental protection by the suppliers.

Following issues would require attention by Audit:

i.

Whether the regulatory objectives define some general and specific standards concerning environmental aspects and, if so, whether the regulator has secured compliance of such obligations,

ii.
Whether any targets have been set by regulator with a view to ensure compliance to environmental issues such as energy-efficiency targets,

iii.
What are the penalties/disincentives for not complying with environment related targets or adhering to specified standards,

iv.
What use the regulator is making of a variety of reports available from external and independent agencies reporting on environmental aspects for improving compliance of environmental objectives.

5.
Suppliers' Issues
5.1 
Price-fixation
To protect consumers against abuse, it is important that the regulatory body builds an effective price control system. Financing of business by the supplier has to be such as to encourage efficiency and profits and the regulator's task is to ensure this by a thorough analysis of financing costs of suppliers as well as the key factors influencing the prices.

5.1.1 
Audit objective: To examine the effectiveness of the price control regime to ensure that the mechanism devised is transparent and in line with the regulatory objectives.

The following issues may be examined in audit:

i.
Whether the regulator enjoys independence in controlling the prices fixed by the suppliers,

ii.
Whether the mechanism devised by the regulator to administer the price-control regime is sound and transparent and ensures thorough analysis of key factors influencing the prices, including those beyond the control of supplier,

iii.
Does the system allow for periodic review of prices,

iv.
Does it take into account essentiality of the service and capacity of buyers so that key services can be afforded by all sections of society,

v.
Is periodic review designed to improve efficiencies in operation and reasonable return to suppliers,

vi.
Is it designed to encourage competition,

vii.
What are the safeguards against suppliers forming cartels and thereby controlling prices.

5.2
Linking price with Quality:

It is considered as one of the most important functions of the regulator to ensure that the consumers are provided with the quality of service commensurate with the price.

5.2.1 
Audit objective:
To ensure effectiveness of the mechanism adopted by the regulator for matching the quality of service provided to the consumers as against the prices charged by the suppliers.

It should be confirmed in audit that:

i.
Regulator has a reliable and transparent method to ensure that the prices are linked with the quality of service provided by the supplier,

ii
The system used by the supplier for interacting with consumers is effective and seeks to accommodate the likely range of preferences,

iii 
Suppliers have adequate system for consulting customers especially before withholding any service on cost grounds,

iv
in case suppliers' prices are set for a specified period with a view to increase their profit margins by improving efficiency, the quality of service is not compromised over the period.
5.3
Measures for improving suppliers' efficiency:

One of the most likely objectives of all regulation is to increase the efficiency of suppliers for the simple reason that it would reduce costs for the consumers and at the same time increase profits of the suppliers. It is, therefore, important in audit to examine regulators' initiative and performance in this regard.

5.3.1 
Audit objective: To examine whether the regulator has taken adequate measures for encouraging suppliers to increase efficiency and reduce costs.


Such an examination would often include the following detailed analysis:
i.
Whether the regulator has sought reporting in standard format from all suppliers regarding their costs and activities and whether it is being analysed for decision making by the regulator,

ii
Whether comparison of costs of different suppliers is being done by the regulator to understand the reasons for variation in their costs and advising the suppliers suitably for improving efficiency and minimizing costs.

5.4
Financing Costs and Investments of Suppliers:
Before setting price controls and prescribing other limits on the suppliers, the regulator should have looked into their financing costs in detail because the suppliers have to be able to finance the services to consumers' satisfaction. Incapacity of supplier to generate requisite finance and make the desired level of investment may ultimately lead to poor service to consumers. Audit would be interested in understanding the regulator's effort in scrutinizing suppliers' balance sheet, their financial and investment plans for several years and the benefits likely to accrue to the consumers over that period.

5.4.1 
Audit objective: To examine that while fixing the price controls and other limits the regulator has taken into account the likely cost of suppliers, their investment plans and their capacity to be able to provide the services of desired level.

Following would be the areas of scrutiny:

i.
Whether the financing needs of the supplier and his capacity to raise finance from various sources, the cost of financing, investment plans etc. have been examined in detail by the regulator,

ii.
Whether his financing depends on a set of commitments and if so, has his capacity to meet them been analysed carefully by the regulator,

iii.
Whether rates of return are being monitored by the regulator to analyse the effectiveness of competition in the market,

iv.
The decisions of the regulator due to ineffective examination of the financing and investment plans of the suppliers could lead to a favourable situation for one or a few players and may even suggest regulatory capture.

6.
Generating Competition

6.1
Reducing Monopoly:

To reduce monopoly and develop competition with a view to improve quality of service with reduced price would normally be the prime objective of regulators. Audit should scrutinize the efforts of the regulator in this regard.

6.1.1. 
Audit objective: To examine the efforts of the regulator in reducing monopoly and market domination by suppliers for promoting competition.

Following areas need audit examination:

i.
Assessment of regulator's efforts in identifying those areas where more competition can be developed, 

ii.
The efforts made by the regulator in creating conditions conducive for entry of new/potential competitors.

6.2
Consumers' choice:

When the market is competitive, consumers have choice to switch over from one supplier to another freely on the considerations of better service/lower price. Audit can examine the role of the regulator in making available more choices for consumers.

6.2.1 
Audit objective: To examine the efforts of the regulator to enable the consumers to switch from one supplier to another whenever they consider necessary.

Audit should seek following information:

i.
How is the regulator facilitating entry of new players for making the service more competitive and securing more choice for consumers,

ii.
Whether sufficient information is available to consumers for enabling them to make a rational choice of supplier,

iii.
Whether adequate and easy procedure for switching over from one supplier to another has been ensured by the regulator.

6.3
Anti-competitive Practices:

For generating more competition, the regulator would be required to play an active role in dealing effectively with anti-competitive practices. Audit should carefully examine the mechanism devised by the regulator in combating such practices.

6.3.1 
Audit objective: To examine regulator's efforts in identifying and dealing with anti-competitive practices of suppliers.
Following should be the specific points for audit examination:

i.
What efforts has the regulator made for identifying different types of anti-competitive practices keeping in view the developments in regulated industry,

ii.
Does effective complaint procedure exist to collect information on such instances,

iii.
Whether any penalty and enforcement procedure exist to deal with such instances expeditiously and effectively.

7.
Other Matters

The instructions in these guidelines apply in elaboration of Chapter 8 of CAG's Manual of Standing Orders (Audit). In case of any doubt, a reference may be made to the Office of the Comptroller & Auditor General of India.

KEY TEACHING POINT: 3

Section 16 of the CAG’s (DPC) Act has entrusted the CAG with the responsibility of audit of receipts which are payable into the Consolidated Fund of India.  While auditing these receipts, the CAG has to satisfy himself that the rules and procedures in that behalf are designed to secure an effective check on assessment, collection and proper allocation of revenue, are being duly observed.  For this purpose, the CAG is empowered to conduct such examination of accounts as he thinks fit and report thereon.  TRAI is fixing Telecom tariff and its orders regarding the tariff setting decide the amount of Telecom receipt which forms part of the CFI.  TRAI fixes cost-based tariff.

Section 23(2) of TRAI Act, 1997, provide for audit of their accounts by the CAG of India.  Section 23(3) further provide that CAG would have the same rights and privileges and the authority in connection with the audit of TRAI accounts as in the case of Government audit.  Section 23(4) prescribe certification of TRAI’s accounts by the CAG.  However, as per the explanation added in TRAI (Amendment) Ordinance 2000, under Section 23(2) of the TRAI Act, 1997, the decisions taken which are appealable before Tribunal shall not be subject to audit.  As a result, important functions of TRAI, such as, tariff fixation, regulating revenue sharing arrangement, etc., which have significant financial implications on the Government exchequer, are not subject to audit by the CAG.  The CAG’s audit is restricted to certification of accounts and expenditure audit.  Audit has access to records relating to TRAI’s functions under Section 11(1)(a) which relate mainly to procedural and operational matters and are mandatory in nature.  The exclusion of audit under Section 11(1)(b), 11(2) and 13 of the TRAI Act, was justified by the Government on the advice of the Attorney General of India on the plea that prior to the TRAI (Amendment) Act, in which the accounts of TRAI and not decisions taken by it, came within the scope of CAG’s audit and the insertion of explanation under Section 23(2) pursuant to the Amendment to the TRAI Act, has not changed this position.

While examining the efficiency and effectiveness with which economic regulators set about their tasks, the auditor will need to keep in mind:

1. Specialised skills it needs to carry out performance appraisals of economic regulation

2. The context in which the economic regulator is operating, together with the objectives, functions and powers of the regulator.

3. The rules and procedures established to ensure that regulatory functions are carried out properly and honestly and that cases of alleged improper practice on the part of the Regulatory Body or its staff are investigated.

4. The steps the regulator has taken to assist public and Parliamentary scrutiny and its decisions and actions, including consultation arrangements with interested parties, having due regard to the need to protect economical confidentiality where this could be shown in the public interest.

5. The arrangements which the regulator has put in place to ensure that suppliers provide at least the basic statutory services and that consumers are compensated if failures of supply occur.

6. What the regulator has done to establish minimum standards of service for consumers to monitor the performance of suppliers and to secure improvements when their performance falls short of those standards.

7. Whether the economic regulator has responsibility for controlling the prices charged to consumers by the suppliers, whether the regulator has implemented a well-designed and transparent price policy in line with the regulatory objectives.

8. Whether the regulator has sought to ensure that the price consumers are required to pay is matched by the quality of service provided.

9. Whether the regulator is monitoring supplier investment checking in particular fulfilment of the investment requirements to ensure that the investment is having desired financial effect for the consumers.

10. What has the regulator done to achieve the objective of promoting competition in order to reduce monopoly and market domination.

Audit should also examine the following aspects with regard to the regulator’s performance:

a) Appointment of the regulator and qualifications – whether level playing field is ensured.

b) Consumer satisfaction.

c) Delivery of economies and utilities.

d) Revenue sharing arrangements.

e) Licensing functions.

f) Management mechanism

g) Returns furnished to the Government

h) Performance parameters fixed

REFERENCE:

Agenda Papers of XXI Conference of the Accountants General, 2001.

PARTICIPANT’S NOTES

SCOPE AND MANDATE OF AUDIT – ROLE OF COMPTROLLER AND AUDITOR GENERAL OF INDIA IN THE AUDIT OF REGULATORY BODIES

With the coming of private enterprises in the provision of infrastructure and services, it becomes necessary to oversee the activities of service provider with the help of a Regulatory Body in order to safeguard the interests of the consumer.  The term ‘Regulatory Body’ refers to the institutional mechanism required to implement and monitor the rules governing the activities of infrastructure operators.  Since the rules applicable to infrastructure operation often allow for a degree of discretion, the regulatory body is required to interpret and apply the rules, monitor complaints, impose sanctions and settle disputes arising out of implementation of the rules.

It is important that a regulatory body should be able to take decisions without interference or inappropriate pressures from infrastructure operators and public service providers.  In order to achieve the desired level of independence, the various legislative Act under which the Regulatory Bodies have been set up, have envisaged separation of regulatory functions from the operational ones and have also given legally and functionally independent entity. 

The Ports Law (Amendment Act), 1977, created Tariff Authority for Major Ports (TAMP).  The Telecom Regulatory Authority of India (TRAI) started functioning from 1997.  The Insurance Regulatory and Development Authority (IRDA) was established in 1999 and regulates the Insurance industry.  The Central Electricity Regulatory Commission (CERC) was set up in 1998, which regulates the Central Electricity Sector.  The State Governments have also set up State Regulatory Commissions.  The Securities and Exchange Board of India (SEBI) is one of the oldest regulators in the financial sector.

The autonomous regulator must be accountable for its actions.  It should balance the interests of stake-holders in a fair manner and not to protect the interests of certain groups to the detriment of others.  It should have clear rules, an open regulatory process, reasonable decisions and appropriate accountability mechanism.  The regulatory process must ensure accountability and give opportunity to the stake-holders to express their views.  The regulatory decisions taken by it must be published stating clearly the reasons for such decisions.  There should also be provision for an appeal against the regulator’s decision.

In the Electricity and Telecom Sectors, it has been mandated that the regulators shall ensure transparency while exercising their powers and discharging functions.  In the case of TAMP, no specific provisions regarding transparency exists in the legislation.  However, TAMP has attempted to introduce transparency through guidelines under the Transactions of Business Regulations, 1998.  A comparative position of the provisions of TRAI Act, 1997 read with TRAI (Amendment Act), 2000, Ports Laws (Amendment Act), 1997 and Electricity Regulation Act, 1998 with regard to their accountability is as follows:

	Accountability
	TRAI
	TAMP
	CERC
	IRDA

	Transparency
	Transparency provisions exist, but inadequate
	No specific transparency provisions exist, but authorities order to be made available in the office of the Customs and Conservator which is open for inspection by anybody.
	Transparency provisions exist but inadequate
	Returns to be furnished to 
Central Government

	External scrutiny
	Reports to be submitted to the Parliament for scrutiny
	No provisions regarding external scrutiny
	Annual Reports to be submitted to the Parliament for scrutiny
	Modification in rules to be brought to the notice of Parliament.

	Audit
	Accounts to be certified by the CAG and to be laid before the Parliament. CAG excluded from examining the mandatory functions of TRAI
	Accounts and expenses subject to audit by the CAG
	Accounts to be certified by the CAG and to be laid before the Parliament
	Accounts to be certified by the CAG and to be laid before the Parliament


Existence and adequacy of controls and procedures

1.
 Introduction
1.1
 Regulation may be defined as the exercise by the State, either directly or indirectly, of control and influence over suppliers, whether publicly or privately owned, of services to consumers. The range of business activities covered by economic regulators, is vast, directly affecting the vital interests of all citizens. It is a part of audit function to suggest ways of improving the value for money of economic regulation and of strengthening the accountability of regulators and the responsiveness of the industries they regulate.

1.2 
The performance audit guidelines for regulatory bodies which follow are bench-marked to the international standards established by the INTOSAI Working Group on the Audit of Privatization. These guidelines highlight a series of questions that auditors need to address when examining the efficiency and effectiveness with which economic regulators set about their tasks.

1.3 
The principal focus of the guidelines is on the effectiveness with which the regulators carry out their tasks. The generally accepted definition of 'effectiveness', in the context of performance audit, appears below:

Effectiveness is 'the extent to which objectives are achieved and the relationship between the intended. impact and the actual impact of an activity'. Effectiveness addresses the issue of whether the program/activity has achieved its objectives.

1.4 
In carrying out this examination, the central orientation of the guidelines is to ascertain the existence and adequacy of controls and procedures, to be established by these bodies, for attaining the desired objectives, followed by compliance testing. Hence, individual decisions and transactions must be viewed by the auditor simply as a means to ascertain whether regulatory objectives have been achieved and for testing controls and procedures.

1.5 
As a result, performance audit processes for regulatory bodies, as contained in these guidelines, are not meant to be used for Transaction Audit of regulatory bodies.

2.
 Audit Skills
2.1 
Skill requirements
The field office should identify its responsibilities in relation to the regulator and ascertain specialist skills it needs to carry out performance appraisals of economic regulation in the context in which the regulator is operating.

2.2
Acquiring the skills
The field office should identify and secure the core in-house skills it needs to enable it to carry out authoritative performance appraisals of economic regulation. This will also include acquiring knowledge about the regulatory body and the concerned industry. It should supplement these skills with expert external support and training as necessary in specialised institutes related to the different sectors. To optimise existing resources, audit teams should consist of personnel drawn from relevant Departmental Wings, including the Commercial Wing which possesses knowledge on regulated industries.

3
Regulatory Framework
3.1
Understanding regulatory mechanism
The first step in auditing any regulatory body should be to understand the context in which the economic regulator is operating. In order to examine the role of regulator and assess its performance, it would be desirable for Audit to have a proper appreciation of the regulatory objectives, manner in which the regulator is appointed, functions of the regulator and the powers given to it.

3.1.2 Audit objective: 

To understand the objectives of regulation and functions and powers of the regulator.

Audit could examine the following aspects:

i.
Whether the objectives of regulation have been clearly laid down,

ii
 Whether the process identification, selection and appointment of the regulator as specified in the relevant Act was being followed in a transparent and objective manner,

iii
Whether the functions assigned to the regulator are in line with the objectives of regulation,

iv
 Whether the legal powers given to the regulator are appropriate, clear and in consonance with its objectives as well as adequate to enable its impartial and effective functioning.
3.2
Transparency of Regulator:

Since regulation has an impact on the economic interests of a very large section of citizens, both consumers and suppliers should be confident that the regulator is capable of safeguarding their interests. To operate effectively and in an impartial manner, it is necessary that the regulator establishes adequate rules and procedures to enable it to resist external pressures to deviate from the objective and its fair implementation. It is also necessary that the regulator maintains proper documentation concerning all important decisions in the twin interests of accountability and transparency.

3.2.1 
Audit objective: To ensure impartiality and integrity of regulator through examination of adequacy and transparency of rules and procedures in this regard.

The following aspects should be examined in audit:

i.
Adequacy of rules and procedures framed by the regulator to ensure that regulatory functions are carried out by the regulator objectively and transparently,

ii.
Existence of rules specifically designed to prevent! resolve conflict of interests of consumers and suppliers and whether these have been complied with,

iii.
Availability of well reasoned documents/ notifications in respect of all important decisions to establish transparency of various processes,

iv.
Adequacy of procedures to investigate and deal with cases of alleged improper practice on the part of the members and staff of the regulatory body and actual disposal of such cases in accordance with procedures,

v.
Timeliness of disposal of cases in accordance with the standards set by the regulator for itself.

3.3
Competence of Regulator:

Unless the regulators keep themselves abreast of latest technological developments in the sector and their staff is sufficiently informed and skilled to understand the market, they are not likely to do justice to their job. Therefore, audit would need to ascertain the competence of the regulator.

3.3.1 
Audit Objective: To assess the technical competence of the regulator enabling it to carry out its function effectively.

Audit examination should cover the following:

i.
Whether minimum competence level is prescribed for the personnel of the regulatory body, keeping in view the need for technical knowledge and analytical ability,

ii.
Whether the personnel deployed with the regulatory body have necessary technical skills to exercise their functions effectively,

iii.
Whether there is effort (by way of training of its personnel or use of external advice) on the part of regulator to keep itself abreast with latest developments affecting the sector.

3.4
Adequacy of information with Regulator:

A regulator, in order to achieve its objectives, needs to be well informed about the business which it is regulating. If the regulator is less informed than the suppliers, it may affect the quality of its decisions. Therefore, it is necessary that the regulatory mechanism and procedures ensure availability of complete and accurate information to regulators as per their need.

3.4.1 
Audit Objective:   To ensure that the information needs of the regulator are well defined and it has access to sufficient and reliable information for its efficient functioning.

Following areas would require audit examination:

i.
The procedure followed by the regulator in defining its information needs and updating them periodically,

ii.
The adequacy of mechanism devised by the regulator for obtaining sufficient and reliable information about the business and in particular, about the suppliers,

iii.
The reliability, consistency and veracity of the information obtained by the regulator.

iv.
Provision of incentives/disincentives to encourage supply of quality/accurate information by the provider.

4.
Consumers' Issues

4.1
Availability of Services:
Regulator has to ensure that the basic statutory services that the suppliers have to provide under the safety requirements as well as those, which they agree to provide, are actually provided by them. Regulator must have a mechanism to protect consumers' interest in this regard and ensure that any compensation due to them for denial or deficiency in service is paid to them.

4.1.1 
Audit Objective: To ensure that the regulator has put in place adequate safeguards for securing supply of statutory and agreed services to consumers and payment of compensation to them in case of any failure.
Following issues should be examined in audit:

i.
Whether a well documented and clearly understood mechanism has been devised by the regulator to ensure that the basic statutory services are being provided to the consumers,

ii.
Whether such a mechanism is actually functioning effectively,

iii.
Whether in case of failures, the regulator gets accurate and expeditious information,

iv.
Whether the consumers are promptly and adequately compensated for failures by suppliers in providing the service.

4.2
Consumers' access to service:

The consumers should have reasonable access to service. It is the regulator's responsibility to prevent socially inequitable supply of service to different sets of consumers. The issues relating to minority's rights and vulnerable groups need proper redressal.

4.2.1 
Audit objective: To ensure that the regulator has sought to secure access of all classes of consumers to service and prevent discrimination against the vulnerable groups.
Audit should look into the following aspects:

i.
How is the regulator securing reasonable access of consumers to regulated services

ii.
What is the mechanism to protect the interests of minority groups and vulnerable sections of society and whether such mechanism is actually addressing their problems

iii.
Whether the issues of inconvenience to consumers and their preferences are addressed properly by the regulator,

iv.
Whether the cost factor is properly examined keeping in view the poor and rural consumers whose paying capacity is less and necessary controls exercised,

v.
If there is any payment of subsidies by the government, then its application for the intended purpose and for the benefit of intended target-group should be carefully examined.

4.3
Standard of service:

It is important for the regulator to establish minimum standards of service. Unless benchmarking is done and minimum standards enforced, consumers are likely to suffer especially, in a scenario where there is less competition or a price control regime.

4.3.1 
Audit objective: To examine the mechanism put in place by the regulator to prescribe minimum standard of service for consumers and monitor suppliers' performance in this regard.

The main issues to be covered in audit should be the following:

i.
Whether the regulator has established minimum standards of service for consumers,

ii.
How are the minimum standards being monitored to assess the performance of suppliers,

iii.
How is consumers' awareness about the minimum standards of service ensured by the regulator,

iv.
What are the options with the regulator for imposing incentives and disincentives on the defaulting suppliers and whether these are being imposed 
v.
Whether all instances of substandard service are examined by the regulator to establish the reason and remedy.
4.4
Consumers' Complaints:

It is essential that the complaints of the recipients of service are heard and addressed appropriately and timely. Consumers could be misled by wrong information or lack of information about the terms of services by the service providers. Audit of complaint registering and redressal system could evaluate effectively whether the regulation of a service is up to the consumers' satisfaction. This, in turn, would be one of the indicators of effective performance of the regulator.

4.4.1 
Audit objective: To examine the procedure for satisfactory redressal of complaints of consumers.

The points to be examined could be the following;

i.
Whether regulator has been able to secure suppliers' responsibility for dealing with all complaints received from consumers satisfactorily and timely and provides for necessary incentives/ disincentives,

ii.
Whether the system for lodging complaints is well publicised and clearly understood by the consumers,

iii.
Whether the system is simple and fool-proof and secures the interests of the consumers,

iv.
What mechanism the regulator has set up for obtaining information regarding the nature and status of complaints and whether the information so collected is used for bringing out improvements.

4.5
Environmental Issues:

Any business, apart from the economics, needs to take into account environmental issues also. Therefore, audit must see how regulation of industries/ business has weighed the environmental objectives against the other desirable economic objectives.

4.5.1 
Audit objective: Audit should examine how effectively the regulator is monitoring discharge of responsibilities relating to environmental protection by the suppliers.

Following issues would require attention by Audit:

i.

Whether the regulatory objectives define some general and specific standards concerning environmental aspects and, if so, whether the regulator has secured compliance of such obligations,

ii.
Whether any targets have been set by regulator with a view to ensure compliance to environmental issues such as energy-efficiency targets,

iii.
What are the penalties/disincentives for not complying with environment related targets or adhering to specified standards,

iv.
What use the regulator is making of a variety of reports available from external and independent agencies reporting on environmental aspects for improving compliance of environmental objectives.

5.
Suppliers' Issues
5.1 
Price-fixation
To protect consumers against abuse, it is important that the regulatory body builds an effective price control system. Financing of business by the supplier has to be such as to encourage efficiency and profits and the regulator's task is to ensure this by a thorough analysis of financing costs of suppliers as well as the key factors influencing the prices.

5.1.1 
Audit objective: To examine the effectiveness of the price control regime to ensure that the mechanism devised is transparent and in line with the regulatory objectives.

The following issues may be examined in audit:

i.
Whether the regulator enjoys independence in controlling the prices fixed by the suppliers,

ii.
Whether the mechanism devised by the regulator to administer the price-control regime is sound and transparent and ensures thorough analysis of key factors influencing the prices, including those beyond the control of supplier,

iii.
Does the system allow for periodic review of prices,

iv.
Does it take into account essentiality of the service and capacity of buyers so that key services can be afforded by all sections of society,

v.
Is periodic review designed to improve efficiencies in operation and reasonable return to suppliers,

vi.
Is it designed to encourage competition,

vii.
What are the safeguards against suppliers forming cartels and thereby controlling prices.

5.2
Linking price with Quality:

It is considered as one of the most important functions of the regulator to ensure that the consumers are provided with the quality of service commensurate with the price.

5.2.1 
Audit objective:
To ensure effectiveness of the mechanism adopted by the regulator for matching the quality of service provided to the consumers as against the prices charged by the suppliers.

It should be confirmed in audit that:

i.
Regulator has a reliable and transparent method to ensure that the prices are linked with the quality of service provided by the supplier,

ii
The system used by the supplier for interacting with consumers is effective and seeks to accommodate the likely range of preferences,

iii 
Suppliers have adequate system for consulting customers especially before withholding any service on cost grounds,

iv
In case suppliers' prices are set for a specified period with a view to increase their profit margins by improving efficiency, the quality of service is not compromised over the period.
5.3
Measures for improving suppliers' efficiency:

One of the most likely objectives of all regulation is to increase the efficiency of suppliers for the simple reason that it would reduce costs for the consumers and at the same time increase profits of the suppliers. It is, therefore, important in audit to examine regulators' initiative and performance in this regard.

5.3.1 
Audit objective: To examine whether the regulator has taken adequate measures for encouraging suppliers to increase efficiency and reduce costs.

Such an examination would often include the following detailed analysis:

i.
Whether the regulator has sought reporting in standard format from all suppliers regarding their costs and activities and whether it is being analysed for decision making by the regulator,

ii
Whether comparison of costs of different suppliers is being done by the regulator to understand the reasons for variation in their costs and advising the suppliers suitably for improving efficiency and minimizing costs.

5.4
Financing Costs and Investments of Suppliers:
Before setting price controls and prescribing other limits on the suppliers, the regulator should have looked into their financing costs in detail because the suppliers have to be able to finance the services to consumers' satisfaction. Incapacity of supplier to generate requisite finance and make the desired level of investment may ultimately lead to poor service to consumers. Audit would be interested in understanding the regulator's effort in scrutinizing suppliers' balance sheet, their financial and investment plans for several years and the benefits likely to accrue to the consumers over that period.

5.4.1 
Audit objective: To examine that while fixing the price controls and other limits the regulator has taken into account the likely cost of suppliers, their investment plans and their capacity to be able to provide the services of desired level.
Following would be the areas of scrutiny:

i.
Whether the financing needs of the supplier and his capacity to raise finance from various sources, the cost of financing, investment plans etc. have been examined in detail by the regulator,

ii.
Whether his financing depends on a set of commitments and if so, has his capacity to meet them been analysed carefully by the regulator,

iii.
Whether rates of return are being monitored by the regulator to analyse the effectiveness of competition in the market,

iv.
The decisions of the regulator due to ineffective examination of the financing and investment plans of the suppliers could lead to a favourable situation for one or a few players and may even suggest regulatory capture.

6.
Generating Competition

6.1
Reducing Monopoly:

To reduce monopoly and develop competition with a view to improve quality of service with reduced price would normally be the prime objective of regulators. Audit should scrutinize the efforts of the regulator in this regard.

6.1.1. 
Audit objective: To examine the efforts of the regulator in reducing monopoly and market domination by suppliers for promoting competition.

Following areas need audit examination:

i.
Assessment of regulator's efforts in identifying those areas where more competition can be developed, 

ii.
The efforts made by the regulator in creating conditions conducive for entry of new/potential competitors.

6.2
Consumers' choice:

When the market is competitive, consumers have choice to switch over from one supplier to another freely on the considerations of better service/lower price. Audit can examine the role of the regulator in making available more choices for consumers.

6.2.1 
Audit objective: To examine the efforts of the regulator to enable the consumers to switch from one supplier to another whenever they consider necessary.

Audit should seek following information:

i.
How is the regulator facilitating entry of new players for making the service more competitive and securing more choice for consumers,

ii.
Whether sufficient information is available to consumers for enabling them to make a rational choice of supplier,

iii.
Whether adequate and easy procedure for switching over from one supplier to another has been ensured by the regulator.

6.3
Anti-competitive Practices:

For generating more competition, the regulator would be required to play an active role in dealing effectively with anti-competitive practices. Audit should carefully examine the mechanism devised by the regulator in combating such practices.

6.3.1 
Audit objective: To examine regulator's efforts in identifying and dealing with anti-competitive practices of suppliers.
Following should be the specific points for audit examination:

i.
What efforts has the regulator made for identifying different types of anti-competitive practices keeping in view the developments in regulated industry,

ii.
Does effective complaint procedure exist to collect information on such instances,

iii.
Whether any penalty and enforcement procedure exist to deal with such instances expeditiously and effectively.

7.
Other Matters

The instructions in these guidelines apply in elaboration of Chapter 8 of CAG's Manual of Standing Orders (Audit). In case of any doubt, a reference may be made to the Office of the Comptroller & Auditor General of India.

Section 16 of the CAG’s (DPC) Act has entrusted the CAG with the responsibility of audit of receipts which are payable into the Consolidated Fund of India.  While auditing these receipts, the CAG has to satisfy himself that the rules and procedures in that behalf are designed to secure an effective check on assessment, collection and proper allocation of revenue, are being duly observed.  For this purpose, the CAG is empowered to conduct such examination of accounts as he thinks fit and report thereon.  TRAI is fixing Telecom tariff and its orders regarding the tariff setting decide the amount of Telecom receipt which forms part of the CFI.  TRAI fixes cost-based tariff.

Section 23(2) of TRAI Act, 1997, provide for audit of their accounts by the CAG of India.  Section 23(3) further provide that CAG would have the same rights and privileges and the authority in connection with the audit of TRAI accounts as in the case of Government audit.  Section 23(4) prescribe certification of TRAI’s accounts by the CAG.  However, as per the explanation added in TRAI (Amendment) Ordinance 2000, under Section 23(2) of the TRAI Act, 1997, the decisions taken which are appealable before Tribunal shall not be subject to audit.  As a result, important functions of TRAI, such as, tariff fixation, regulating revenue sharing arrangement, etc., which have significant financial implications on the Government exchequer, are not subject to audit by the CAG.  The CAG’s audit is restricted to certification of accounts and expenditure audit.  Audit has access to records relating to TRAI’s functions under Section 11(1)(a) which relate mainly to procedural and operational matters and are mandatory in nature.  The exclusion of audit under Section 11(1)(b), 11(2) and 13 of the TRAI Act, was justified by the Government on the advice of the Attorney General of India on the plea that prior to the TRAI (Amendment) Act, in which the accounts of TRAI and not decisions taken by it, came within the scope of CAG’s audit and the insertion of explanation under Section 23(2) pursuant to the Amendment to the TRAI Act, has not changed this position.

While examining the efficiency and effectiveness with which economic regulators set about their tasks, the auditor will need to keep in mind:

11. Specialised skills it needs to carry out performance appraisals of economic regulation

12. The context in which the economic regulator is operating, together with the objectives, functions and powers of the regulator.

13. The rules and procedures established to ensure that regulatory functions are carried out properly and honestly and that cases of alleged improper practice on the part of the Regulatory Body or its staff are investigated.

14. The steps the regulator has taken to assist public and Parliamentary scrutiny and its decisions and actions, including consultation arrangements with interested parties, having due regard to the need to protect economical confidentiality where this could be shown in the public interest.

15. The arrangements which the regulator has put in place to ensure that suppliers provide at least the basic statutory services and that consumers are compensated if failures of supply occur.

16. What the regulator has done to establish minimum standards of service for consumers to monitor the performance of suppliers and to secure improvements when their performance falls short of those standards.

17. Whether the economic regulator has responsibility for controlling the prices charged to consumers by the suppliers, whether the regulator has implemented a well-designed and transparent price policy in line with the regulatory objectives.

18. Whether the regulator has sought to ensure that the price consumers are required to pay is matched by the quality of service provided.

19. Whether the regulator is monitoring supplier investment checking in particular fulfilment of the investment requirements to ensure that the investment is having desired financial effect for the consumers.

20. What has the regulator done to achieve the objective of promoting competition in order to reduce monopoly and market domination.

Audit should also examine the following aspects with regard to the regulator’s performance:

a) Appointment of the regulator and qualifications – whether level playing field is ensured.

b) Consumer satisfaction.

c) Delivery of economies and utilities.

d) Revenue sharing arrangements.

e) Licensing functions.

f) Management mechanism

g) Returns furnished to the Government

h) Performance parameters fixed
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